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ACROSS THE EDITOR’S DESK 


It was our pleasure just one year ago to present the 
first issue of “‘Business Budgeting’’ in it’s then new 
format, and we now just as proudly give you something 
more for your money -- with this issue, Business Budget- 
ing combines the former National Newsletter material, 
and also publishes the leading topics presented at the 
National Conference in Indianapolis, taking the place of 
the Annals. 


Needless to say your editors feel quite humble in 
accepting the additional responsibility sent our way, but 
we can’t say we’re sorry... after all, we asked for it by 
suggesting that our Society’s dollar could probably buy a 
little more, publication-wise, if it went into one basket 
instead of two or three, The proof should now be forth- 
coming, and this issue is just the beginning. More, and 
more and more will follow, if every chapter does it’s 
part in securing contributions; furthermore, there will be 
articles from time to time from outside the fold by leading 
authorities in the field of budgeting. 


Your publications committee this year consists of a 
staff responsible for getting this little magazine together 
each month, mailed to you, all the bills paid, and enough 
energy left over to start on the next issue. Our hard- 
working secretary volunteered (?) to serve as Circulation 
Manager. If you want extra copies, back issues, mailing 
address changed, etc., you may write direct to Visch 
Millar in Philadelphia, Mr. Larry Haverkamp, Cincinnati, 
is handling publication finances, The editing task is that 
of yours truly (G.B.), so send all your news, articles, 
comments and whatenot to the editor. Nothing (much) will 
be changed, and we guarantee you'll recognize your 
handiwork in print. 


One of the nice things about this job is that you hear 
from so many fine people. Fellows I haven’t had the 
pleasure of meeting address me like an old friend, and 
tell me all about their chapter activities, their budget 
work, and (in the summer) I’m pretty well posted on the 
subject of vacations, It seems that Florida is beginning 
to get a big play from the vacationing budgeteer, although 
why anyone would go south in the summer has been a 
mystery to me for a long time. . .until this year. 


Our son is a husky 15-year old lad that takes to the 
outdoors and rugged camping life handily, and for some 
reason believes his old dad ought to do the same, At any 
rate, we let him talk the family into doing a little camping 
for a vacation this past year, while he’d take the oppor- 
tunity to add to his collection. What does he collect? -— 
snakes, mostly; also an assortment of baby alligators, 
green frogs, lizards, and several kindred animals not 
even found in most self respecting zoos. But they’re in 
our garage, and if his mother doesn’t watch close enough, 
they’re also in the basement laundry tubs, the boy’s room, 
under the kitchen sink and on at least one memorable 
occasion, in his sister’s bed. 


After packing up our tent, camp stove, lawn chairs, 
cots, bed rolls, four pair of shoes for each of the three 
gals in the family, and about two trunks of assorted 
clothing, food, dry firewood and snake nets, we hied off 
to the Great Smoky Mountains of Tennessee and North 
Carolina. And how did we enjoy our vacation? Outdoor 
life, I can tell you, is one continual round of building 
fires, cooking, eating, finding firewood to build a fire so 
you can dry out more firewood to build a fire to-on and 
on, while the wild animal life surrounds your camplife, 
invades your tent at night, shows up in your ice box, the 
car trunk, under your cot, and in your dreams. Why they 
let those wild bears roam at large in the Smokies I'll 


(Continued on page 19) 
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A MESSAGE FROM THE NATIONAL PRESIDENT, N.S.8.B. 


All of us in the National Society for Business Budgeting can look forward to the year 1955-56 with 
considerable enthusiasm and optimism, for we have just passed an important milestone in the Society's 


g life. During the sprin 


the total membership attained the 500 mark. In view of our intensive chapter 


oun 

fecntiion activities in the Yost couple of years, it seems safe to predict that we will be able to clear the 
next big hurdle of 1,000 members somewhat quicker. It is possible that we will see the establishment of 
three new chapters this fall, for real progress is being made in St. Louis, Moline and Detroit. In spite of 
our accelerated efforts to establish new chapters, all of us are determined to continue the Society's firm 
policy of a a membership of high caliber people who are interested enough and able enough to 


make a contribution 


During this summer, the principle activities 
of your officers have had to do with formulating 
plans and developing the organization for the 
coming year. Since all of this must be done by 
mail, it is not the easiest job in the world. The 
fall Soard meeting was held in New York on 
September 16th. This is the meeting which 
finalizes the planning and organizing, and which 
kicks off our regular activities in earnest. 


In accordance with the Bylaws, the Board of 
Directors has elected two additional vice presi- 
dents to serve during the year. They are Mr. Al 
Barry, Bridgeport Brass Company, Bridgeport 
Connecticut, and Mr. Ed Vatter, Intern ational 
Harvester Company, Louisville, Kentucky. Other 
elections and appointments will be announced 
in the news section of a subsequent issue of 
this magazine. 


There seems to be general agreement that one 
of the most important te ote of the Society 
has to do with research. Because we are young, 
with limited funds and no full time staff, it has 
been difficult to get as many research activities 
under way as +4 have been desired. | am 
extremely pleased to announce that Mr. Duane 
(Dewey) R. Borst, of the Milwaukee Chapter, has 
accepted the of Chairman of 
the National Research Committee for this year. 
Dewey’s committee, which is presently being 
organized, has a number of interesting projects 
to consider. One is the suggestion that the 
Society publish a worthwhile budgeting text- 
book. Another is the possibility of a comparative 
study of budget systems used “4 companies 
represented in our membership. Of course the 
cooperative arrangements with universities. 
which some chapters have had for a number of 
years, will continue to be encouraged. 


At the May Board meeting in Indianapolis, it 
was decided to consolidate all of the Society's 
pepiicalens into one monthly magazine, BUSI- 

ESS BUDGETING. This particular issue of 
BUSINESS BUDGETING reviews the highlights 
of the Annual Conference in Indianapolis and 
therefore substitutes for the ANNALS. A news 
section will take the place ofthe NEWSLETTER. 
In deciding to consolidate the publications, the 
Board felt that the funds necessary to publish 
and distribute three separate publications could 
be used to enhance the 
of one. We are indeed fortunate that BUSINES 


o the stated objectives of the Society. 


Wr. E. G. Vauck 


BUDGETING will again be in the competent 
hands of Glenn Blair. In my experience in the 
Society, no one has received, or deserved, a 
gregeet number of compliments than has Glenn 
uring the year just pest for his accomplish- 
NESS BUDGETING. 


It is hoped that when we look back on the 
year 1955-56 next summer, we will be able to 
see a Significant and continuing accomplish- 
ment of the Society's objectives. With the help 
of all members, this hope will be fulfilled. 


ments as editor of BUS 


E. G. Mauck, President 
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OLD, GATHER AT INDIANAPOLIS 


Officers of the National Society for Business Budgeting, old and new, are shown here as they gathered for the May busi- 
ness meeting which preceded the 1955 National Conference in Indianapolis: At this meeting the incoming officers and 
Chapter Presidents, as well as the incumbents, are present. President E. G. Mauck, who presided, is shown in the last row, 
center, flanked by the vice-presidents | the coming term. You'll recognize your own Chapter president in this group. Quite 
a distinguished group of men-no wonder N.S.B.B. is going places so fast! 


COOPERATIVE PROGRAM WITH C.P.A. 
GROUP ARRANGED IN NEW YORK 


Mutual advantages suggest that other Chapters explore 
possibilities of cooperating with allied orgénizations in 
their area, 


A cooperative arrangement between the New York 
Chapter of NSBB and the New York State Society of 
C.P.A.’s has been reported to national president E.G. 
Mauck, by Charles H. Eckelkamp, member of the New 
York Chapter, and newly-appointed National Director 
of Publicity, N.S.B.B. 


Mr. Eckelkamp completed arrangements for a tie-in 
program at a meeting with Mr, J.S, Seideman, president 
of the C.P.A. group, and Mr. Earl Washburn, chairman 
of their budget committee. The avowed purpose: ‘To 


develop an increased understanding and cooperation to 
the advantage of members of both organizations’’. 


Named to a committee with Mr. Eckelkamp to formu!ate 
a program, ‘are Wm. Harr and Jim Shackelford, of the 
New York Chapter, NSBB, The program, broadly, will 
cover: 


An exchange of literature on a national basis; 
Joint meetings; 

Exchange of speakers; 

Guest attendance at one another’s meetings; 
Other exchanges and services, 


Completion of this arrangement should serve as en- 
Couragement to other Chapters to explore possible tie-ins 
in their area, 


“Next stop — N.A.C.A., Controller’s Institute, and 
American Institute of Accountants’’, said Mr. Eckelkamp. 
He means it, too. 
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MERCHANDISING FOR PROFIT 


By: W.R. Spurlock 
Executive Director of Merchandising, Eli Lilly and Company, Indianapolis, Indiana 


For those who have always considered that the sales forecast is the beginning of all budgeting, a veteran marketing 
authority here tells why a good sales budget can be better if preceded by a sensible merchandising program. Adapted from 


the address at the National Conference in Indianapolis May, 1955. 


I suspect that the problem of budgeting in the marketing 
area is somewhat different from other areas, because in 
marketing one has less assurance of the end profit, 
which is sales, When plans are made for a new production 
line or a new production unit, one knows what the end 
product will be, and will possess pretty good data on 
what the development will contribute. 


Truly, I have no quarrel with budgets and budgeting 
procedures, but I do question the philosophy used some- 
times in its application to the marketing area, I raise 
this question, not so much from my own experience, but 
from impressions I have gained from conversations with 
my friends who have job assignments similar to mine. 
For what I know of budgeting procedure, which I will 
admit now is very little, I would observe that it is an 
effective technique for forecasting and assuring oper- 
ational levels and attainments for a given future period, 
And that it is also an effective restraining force to keep 
any program action on the track, and within bounds, 


The thing which I cannot accept is the tendency to 
use budgeting to restrain action, per se. Especially is 
this true in the field of marketing. I know that in some 
companies, sales quotas, or sales budgets, are estab- 
lished for an ensuing period from which profit prospects 
are calculated, and so set aside, usually used as a 
percentage of sales, to cover selling and sales promotion. 
This is done before any sales planning occurs, And, of 
course, under this system, no real sales planning can 
take place until the planners have some information on 
the volume of funds that will be available for this pur- 
pose, It is the hen and the egg. 


HOW MUCH (or HOW LITTLE) TO SPEND? 


My contention is that sales are a function of planning 
effort in the customary buyer’s market, instead of market- 
ing effort being a function of sales, What I am saying is 
that it is not realistic to prognosticate sales for an 
ensuing period before knowing what will be done in the 
marketing phase to create sales. Too often the mental 
attitude toward sales and merchandising planning is: 
What will we have to spend next year? Or, How little can 
we get by with? 


Now, suppose this were turned around and we asked: 
How much can we effectively, spend next year, with the 
idea that we should spend as much as we can justify, 
instead of as little as we can get by with. Of course, 
this latter course demands the ability to forecast sales 
with acceptable accuracy, sales that will result from any 
given merchandise program. In turn, this requires a 
knowledge of markets, products, customers, and the 
selling efficiency of the various tools of selling and 
merchandising. 

In fiction we often use a plot centering around the 
etemal triangle. In business, the eternal triangle is the 
buyer, the seller, and a product. Almost all of our prob- 
lems come from one of the three sources. 


Consider first the buyer: We are concerned with his 
needs and the ways in which these needs may be served 
by products and services, We are concerned with his 
habits, the psychology of his thinking, and how he reacts 
to given situations, We are concerned with his economic 
Status, and his financial ability to procure those things 


he wants, We are concerned as to where he is located 
geographically, and how to reach him, 


Next the product: We must know our product well, 
What our product will do in the way of serving the needs 
of the prospective user, how our product compares with 
other products currently available, its superior points 
and its limitations, and the costs of production and the 
prices such costs will permit. 


And now, ourselves, the seller: Possessing pertinent 
information concerning our customers and our products, 
we must plan our merchandising program to maximize 
the profit return on our products, We must draw up the 
schedules which will spell out the intensity of the market- 
ing program, and the timing of marketing action. 


It might be said that a company’s products are come 
parable to the family jewels. Without products, there is 
no basis for a business operation. With products, the 
degree of business operation will depend upon the number 
and kind of products that are produced by your company. 


THE MARKETING PROGRAM 


I submit, then, that the proper approach to marketing 
programing is, Number one: Make an inventory of your 
company’s products, accompanied by an appraisal of each 
product utility-wise, and salesewise in the total market, 


Number Two: Prepare a tentative blueprint of what is 
considered to be a proper and adequate selling and 
merchandising program, and then appraise these plans 
from the standpoint of costs and prospective profits and 
sales, It may be that in the first blueprint that is pre- 
pared, you find the profit return of your program is not 
acceptable. It may be the rate is too low, the amount is 
too low. So, you start over again and you prepare another 
tentative blueprint. But, at the end you come up with a 
program which you think will exploit to the fullest the 
products you have to sell. 

Now, if we turned this thing around and forecast sales 
first without knowing what the sales program will be, 
you can see that we would project a trend year after 
year. I would like to describe some of the tools that we 
actually have in the Lilly Organization which permit us 
to use the marketing approach, 


THE HUB of Company Planning is The Sales Forecast 


EXHIBIT NO, 1 
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The hub of all company planning is actually the sales 
forecast, because it is the barometer of the operational 
level of the company. It tells the financial division what 
the money requirements are, and what level of operation 
the company will perform; too, to give some idea of the 
personnel requirements for the ensuing period, engineer- 
ing facilities that will be needed, purchasing the raw 
materials, the amount of production, and, of course, for 
marketing it is a sales goal. 


So it is truly the hub of all company planning, and the 
better the sales forecast, the better the plans will be. 


In the overeall picture, we establish sales at Eli 
Lilly and Company in this fashion: Company sales, in- 
come to the ‘*X”’ power, times trend of company sales. 
That equation may look a little complicated, but actually 
it’s simple as can be, because income to the ‘*X’’ power 
merely tells you how large the market will be in the 
ensuing period. It tells you how large the pie will be from 
which you hope to get a slice. Trend tells you how large 
the slice will be that you will get from that pie. 


VOLUME OF PHARMACEUTICAL MARKET NATIONALLY 
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EXHIBIT NO, 2 


Here is a situation where the height of the bar in- 
dicates the volume of the market, And, in all of these 
years, it is estimated that the size of the market will 
be the same. However, you will notice that the company 
take at the bottom was ten, thirteen, fifteen, seventeen, 
and twenty percent, so that if you knew how large the 
market would be for the ensuing period, you could make 
a pretty intelligent estimate of what your company sales 
would be. 


In this case, the first factor, income to the ‘'X’’ power, 
is a constant quantity. 


VOLUME OF PHARMACEUTICAL MARKET NATIONALLY 
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EXHIBIT NO, 3 


Here, the trend is constant, and the market is in- 
creasing year after year, but the company’s take continues 
to be 15% of the total. In this instance, if you knew how 
large the market would be, you could do a very intelligent 
job of estimating your company’s sales, because it would 
be 15% of the total market. 


After you have the company total quota established, 
it then becomes necessary to break down that quota into 
regional areas, which we call Districts. And this is the 
way we do it. To begin with, we take a series of years of 
company sales, divide out the income effect, take a 
given District and the income and data for that District 
and divide for the District result. And then we post the 
corresponding point for the District and for the company 
on this Chart, we and have a straight line trend. 


With this relationship established, we arrive at the 
company total quota, divide out the income effect, read 
from this Chart, and arrive at a District figure which has 
no income effect in it at that point, and then inject the 
income effect in the District figure. And, in that way we 
break down the company total quota into quotas for indi- 
vidual districts. 


We divide out the income effect so we have the growth 
of the company in a constant market. We get the cor- 
responding growth of the district as the company grows. 
And then we relate one to the other to break down the 
company growth. 


Overeall, in the forecasting department, we prepare 
shorterange forecasts of total company sales and such 
forecasts are made every six months for a twelve-months 
period, So, at any given moment we have something to 
base plans on. 


Longerange forecasts are prepared, and are most often 
limited to a five-year period. 


Further break-downs of these forecasts of sales by 
thirty groups of products called commodity groups are 
made, and then we make forecasts of sales and stock 
requirements for individual new products for the first 
three months, which is the stocking period, and the 
product’s first year following the stocking period. We 
also make forecasts for individual established products 
upon request of, and in cooperation with, the Production- 
Planning Department. And, for manufacturing purposes 
we make long-range forecasts on a physical volume basis. 


That gives us some idea as to sales forecasting, which 
I said was required if we were to follow this concept of 
trying to spend money to make money. The second thing 
we must know is something about markets. We have 
studied the market for the ethical drug industry from 
1929 to 1957. 


TIME TREND 

o—* Ethical Market Adjusted for 
Personal Disposable Income 
——Estimated Modified Time Trend 
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EXHIBIT NO. 4 
6 (Continued on page 14) 
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PLACING THE DOLLAR SIGN ON THE BUDGET 


By: Stanley Z. Bronner, Assistant Vice-President, Bridgeport Brass Company, Bridgeport, Connecticut 


Beneath the maze of figures in an operating budget lies the basic philosophy of budgeting ... it is “‘a way of management, 
an orderly way of going about the everyday job of running a business."" This article adapted from the address by Mr. Bronner 
at the National Conference of the N.S.B.B. in Indianapolis, May, 1955. 


First, I would like to discuss with you for a moment, 
my own concept of industrial and business budgeting. 
Those of you who have heard me speak about it, or have 
read anything that I have written, know this: that I regard 
profit planning, profit budgeting, if you will, not as an 
accountingtool, not as having anything to do, necessarily, 
with accounting. I regard it as a philosophy of manage- 
ment, a way of management, if you will. To me, budget- 
ing «+ this kind of budgeting -- is an orderly way of going 
about the everyday job of running our business and, more 
importantly, of concentrating the efforts of all of our 
management personnel productively, and enthusiastically, 
toward a common goal. 


In this concept of budget work, the budget of profit -- 
the profit budget, is not just a resulting figure of the 
difference between estimated sales income and estimated 
expenditure, for whatever item you are doing your budget 
work, it is not the residue. The budget of profit is not 
the residue of a carefully worked out forecast of sales 
after application of a carefully worked out program of ex- 
penditures of all kinds, manufacturing and commercial, 
no matter how well these forecasts and estimates are 
developed, And, even if they are developed by the people 
in the Organization who are responsible, there is one 
other factor: This concept, this approach to budgeting, 
starts with the princtple that a business should pay off, 
should return a certain amount of profit, because of the 
inherent characteristics of the business. 


The investment, the business policy, the business judg- 
ment; these are the things which, basically, determine 
the first step, which is the determination, independently, 
and top management’s prerogative, to determine what the 
business should pay off. All subsequent work which is 
done is merely steps in the process to test the reason- 
ableness of such an approach, to test whether it can be 
done, and to pre-determine what action must be taken at 
all of the levels of management in order to bring the final 
result as close to the independently established objective 
as it is possible to get. 


Exploring in that process all of the factors of increasing 
volume, changing products, adding new products, develop- 
ing a new product mix, pushing this, pushing that, adding 
advertising, promotional campaigns, the requirement for 
a better cost, an efficiency level: of operation in the 
manufacturing departments. All of these things must be 
explored in this approach. 


THE ‘“‘HUMAN FACTOR”’ 


I emphasize that in this rather broad approach to the 
subject that the human factors, the human relation factors 
which exist within the organization, are the important 
ones first be to considered, and here are some of the 
ingredients, but not all, (I don’t know them all). You can 
addtothem, I’m sure. But, here are some of the ingredients 
which I know are important to the successful operation of 
such a plan. 


I am going to list these -- I don’t know whether they 
are in proper order or not, it doesn’t seem to make much 
difference, but certainly one factor which must be con- 
sidered in an important approach of this kind, is the 
Structure of the business organization itself, 


A second factor is: setting up goals. I think that you 
all agree with me in making a generalization of this kind, 
that everyone of us works better when we have some goal 


to shoot at. The psychologists tell us that we are all 
happier people, we are better adjusted to our environment, 
when we know where we are going, It’s just the same as 
playing the game of golf. If all we did was get out there 
and bat the ball around, and every time you hit it, then 
you followed it and caught up with it and hit it again, 
there would be no interest, there would be no stimulus to 
the game of golf. The thing that makes the game of golf, 
then, is the setting up of the goal, which is par for the 
course. And par, then, is always modified to the skill of 
the player by the handicap process -- and the score card 
is the way we keep the record of how we are progressing 
toward the goal, which is the lowest score that we can get. 


This certainly is true in business. We think that it is 
absolutely essential toward maintaining a proper morale 
and spirit, and esprit-de-corps, in an organization, to set 
up goals for every person on the management team. 


ESTABLISHING THE GOALS 


In setting up goals, or standards, there are certain 
fundamentals which have to be respected. I don’t think 
that any member of the management team, if he is human, 
is any different at all in the way he behaves and he reacts 
than any other worker in our plants, in our offices, 
in our sales departments. And it is for that reason 
that when goals are established for him, he wants to 
understand them. He has got to accept them, and the only 
way he can understand and accept a goal is to participate 
in their establishment. 


Now, those are words which I hold to be closely as- 
sociated, but they are important, each of them is an 
important ingredient to a program of this kind. 


I know that in the plants where incentive plans are 
employed, there is increasing desire on the part of in- 
centive workers to know more about it’s rates -- how the 
piece rates are, or the premium rates, or the standard 
time allowances, how they were set up. They want to 
understand it, they want to feel that if they are going to 
be judged by it, they are going to be paid by it, they 
want to participate in it. It is a perfectly natural and 
human psychological reaction. And I think that it applies 
up to management organization just as well as it does to 
any other group of people. 


It applies, certainly, to salesmen, in setting up sales 
quotas, if they are going to be either judged by the quota 
or their pocketbooks are going to be affected by the quota, 


Another important factor that must be given very careful 
and separate consideration in this kind of budget concept 
is accountability: I mean by that a number of things. I 
would like to start this way: I think one of the most im- 
porgant features that comes under this general topic of 
accountability is that the accounting department, itself, 
has to gear its own activities to the budget concept. It 
must, in my judgment, consider that the first and foremost 
use of the accounting data which it collects, is the 
managerial use of the information for interim closing, for 
report purposes, rather than the purely accounting re- 
quirements of the data. If it is necessary to make a 
redistribution of the data afterward, that, in my judgment, 
is when it should be made, afterward, 


Whatever is the means of collection, whatever is the 
manner in which classification will take place, it has to 
be in exactly the same terms upon, Number One: The 
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budget, as was built up in the first place; and, secondly: 
In the same groups, and according to the same lines, of 
authority and responsibility which we have organized, 
and for which there should be separate reporting. 
Furthermore, in this broad area of accountability, I am 
thinking about some changes that must come in the ac- 
counting thinking. It is the kind of thinking that will 
avoid the distortion of earned profits through arbitrary 
application methods, I don’t care whether you are talking 
about the allocation of fixed charges at plant levels, or 
whether you are talking about the allocation of admin- 
istrative, selling,-and advertising and other expenses. 


ACCOUNTABILITY AT PLANT LEVEL 


Let’s just give an illustration here of what I mean at 
the plant level: if a plant is divided up into several 
operating divisions for which there is complete account- 
ability, each on its own. In other words if a plant is 
divided up into three divisions, there are three P & L 
statements. In a situation like that, if the business 
activity of Section ‘‘A’’, or Division ‘‘A’’, is good, and 
of ‘*B’’, and “'C’’, is poor, the rate of profit of ‘‘A’’ 
should not be disturbed. ‘‘A’’ should not be asked to 
absorb certain basic fixed charges of ‘‘B’’ and ‘‘C’’, 
merely because ‘‘B’’ and ‘‘C’’ does not have sufficient 
business. If ‘‘A’’ is going to stand on his own, he wants 
to stand on his own, and you know and I know that the 
manager, even if he knows nothing about accounting, he 
doesn’t have to know anything about accounting, he can 
sense that there is something wrong when the allocation 
methods of the accounting department make it possible 
for him to show less profit when he is busy and ‘‘B”’ 
and ‘‘C”’ are not busy. 


A seventh factor which is important, is ‘‘recognition 
and regard.’’ Again, this comes back to things which are 
fundamental, I use the illustration of my own children: 
We live in a little town in Westport, Connecticut, and 
some of the public schools, are the old-fashioned kind, 
and one was a new progressive school. Now, I am not 
critical of progressive-type schools and educational 
boards, I am merely going to recite a very simple illus- 
tration: Two of my children went to the schools where 
they were given regular report cards in the old-fashioned 
way. There was no problem at all. I find that they and 
their friends were very anxious to see the report cards. 
In the other school, the progressive school, where my 
daughter attended -- before we took her out == there was 
no report card, And, you know, that little girl knew that 
she was missing something, because she heard her older 
brothers talk about their reports. I think that it is very 
healthy that in the school system there has to be a 
recognition of achievement. I don’t know of any other 
way to show it -- there may be other ways. I think the 
report card is the good old-fashioned way, it’s all right 
with me. 


But I think the principle is the thing that I want to bring 
out. Certainly this idea of recognition and reward, and its 
converse, the consequences of not doing a good job, are 
things that must be built into a large business, whether 
it is industrial, primarily, or commercial. I think it is 
more important, as business grows bigger, for the very 
simple reason that as it grows bigger, the individual in 
it gets further and further away from the feel that only 
comes when a man on the one hand makes the sale ahd is 
_ responsible for producing, or buying to sell when he 
sells, 


HOW THE PLAN WORKS 


I have generalized so far, and now I would like to spend 
a few minutes on describing how such a plan actually 
works, hoping that you will understand that what I am 


going to describe is far from perfect. We have been work- 
ing on it for quite a few years, and there is much room for 
improvement. Each year and each month we find weak- 
nesses and ways to improve them. And certainly that 
process of improvement will continue, I am sure, for a 
long time. 

The Bridgeport 3rass Company is not a big business, 
nor is it a small business. Our annual sales volume is in 
the neighborhood of one hundred twenty-five to one hundred 
fifty million dollars. We operate five major plants. There 
are many warehouses throughout the country. The oper- 
ation includes a Canadian plant, and I have not included 
the sales volume of the Canadian operation in the figure 
that I just quoted. 


We employ about seven thousand people, to produce a 
tremendous variety of products, and we buy many of our 
raw materials in an open market that is subject to wide 
fluctuations in price. 


Those are just some of the basic problems. Essentially, 
our company is a brass mill products manufacturing com- 
pany. We buy raw materials, copper and zinc primarily 
and put them together. And we roll flat, we draw round, 
we draw tubes and we make wire. 


However, there is another plant, one of the five I 
mentioned, whichis a manufacturing plant that takes metal 
from the mills on a regular price basis. That plant, while 
it is just a division of the Company, buys from any one of 
the mills at the going price, and stands in competition 
therefore, with any other company who buys from us, and 
is in Competition with the same end product. 


The plant is divided up into five parts right now, there 
being five complete P & L accountability statements 
budgeted, submitted each month. A tire valve division, a 
plumbing goods division, I’m merely naming these to give 
you some idea of the diversivication, give you some ink- 
ling as to the difference in merchandising methods, 
manufacturing methods, and other administrative problems. 


But their division is almost a chemical setup, that is, 
the Aerosol Division, and a fourth is Contract Parts 
Division, where we will make anything that our machinery 
will produce, from brass or steel or aluminum, such as 
hub-caps, filler necks, ani:a host of other products. 


Then a new division is coming along where we are 
making right now, copper wire to be merchandised as a 
consumer product. Also, there is a new plant which we 
just took on in February of last year in Adrian, Michigan. 
It’s a tremendous forging and extrusion plant, and we are 
just getting that plant started, mainly on aluminum. 


That gives you some idea of the business problem and 
the administration problem in which this kind of a program 
has been built up. We now have entirely separate divi- 
sions for which we have an individual profit budget, and 
a monthly P & L statement, which is compared with the 
original profit budget, just as though each one of these 
divisions were standing on its own. 


HOW WAREHOUSES FUNCTION 


Warehouses, for example, located throughout the country, 
which I am treating in this illustration as only one 
division. Warehouses buy, in effect, from the parent 
company, although it is just divisional, there is no 
corporate distinction between the warehouse and the mill. 
The warehouses buy their materials from the mill at 
regular prices, subject to certain discounts, and sell 
them on their own, to make a profit. 


Our program consists of really four parts. Our planning, 
consists of four major parts. We have a long-range pro- 
jection. We used to call it a long-range profit budget. 
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Actually, it is not a budget in that sense of the word, 
rather it is a projection of the volume factor principle, 
although we do put dollars and cents on it, so that we 
are projecting at today’s prices, at today’s wage levels, 
at today’s cost efficiency, levels of operation, which are 
known in our plants, at today’s commercial costs; whether 
the resulting profit is within the range of what we have 
independently determined as being a satisfactory profit 
return for our business. 

The principal use of this long-range budget - and I 
would like to mention that it was in 1949 that we made 
our first five-year projection -- is to set up the volume 
factors in each ohe of these divisions which I mentioned. 
The volume factors to us are very important, because 
they become the basis of what we call our cost normals, 
They are the basis on which fixed costs per unit of pro- 
duct is expressed in all of our accounting work, not only 
in our inventory evaluation, determination of profits for 
tax purposes, et cetera, It is a projection of what we think 
the total market of brass mill products will be, a con- 
sideration of how much of the share of the market we 
should have, and it forms the basis upon which certain 
basic fixed charges are allocated to divisions. 


In our business this is particularly important. You 
hear today a great deal about the new accounting procedure 
whereby fixed charges are treated entirely as deductions 
from income, and none of it capitalized or cleared through 
your inventory accounts. In our kind of business, we don’t 
feel that we can use this type of accounting for the reason 
that fixed charges make up such a large portion of our 
total conversion costs. 


THE SHORT-RANGE BUDGET 

A second part of our program, and perhaps the biggest 
and most important part is this —— that is, from a manage- 
menteuse stand-point —— is our short-range profit budget. 
We budget for one year in advance, and this is a complete 
operating plan, worked out for each one of the divisions, 
spelling out allofthe factors that you know go into a plant 
like this, the volume factor, price level factor, the ef- 
ficiency factor in operations, the distribution of selling 
and administrative and advertising costs, the whole works. 
The third part of the program is the flexible expense 
budget and the fourth is standard costs. 


The last three are all tied in together, and all of these 
are tied in to our books of account in so far as possible. 


Here is how we approach our problem each year in 
building up our shorterange profit budget: We have a three- 
way approach that is started and is developing simul- 
taneously. First is the profit goal, the establishment of 
a specific profit goal for the specific year in question. 
That is a top-management function. It is decided upon 
temporarily at a meeting presided over by our President 
and General Manager, and in attendance at that meeting 
are all of the principal executives of these twenty-some- 
odd divisions. At the same time, a sales forecast, and 
projection, is made, independently. 


This forecast is made by the sales department from, 
Number One: Information that they have received and in 
conferences with their own selling organizations, and the 
district managers who come in for the purpose; and, 
Number Two: Giving consideration to the statistical 
projection based on economic forecasts; we have to employ 
two economic counseling services, both of which help us 
in working out these statistical projections. 


While this is going on our cost accountants in the 
various plants are approaching all of the foremen, all the 
department heads, all service department heads, all 


superintendents, all the managers, and they are building 
up the expenditure budget allowances for all elements of 


cost, including nct only manufacturing, but selling and 
administrative costs. 


When these three important parts of our short-range 
budget dovetail, we know, then, that we have a good 
program. When the cost level that is required in the ex- 
penditure budget applied to the volume factor, which has 
been independently determined by salespeople, definitely 
is a profit which is in keeping with the independently 
established profit goal, we know that we are on the right 
track. 


This is not a simple process although I have described 
it very simply. It takes uo a long time; we start on the 
cost of job in about October. We usually have our first 
meeting for the establishment of next year’s profit goal 
tn the month of November. 


By thistime we will have had at least two meetings with 
our economic counsellors, and our sales department has 
also, by that time, established in their Ans 0 at least a 
preliminary estimate of what they think their business is 
going to be by the major product lines for the forthcoming 
year. 


VALUE OF PARTICIPATION 


I want to come back to “participation’’ because as 
we aré setting up these costs allowances, in the plants 
and in the engineering departments and in all of the 
service departments, here is what is happening: In effect, 
the department head is establishing his own measuring 
stick, 


We find that most of our management personnel are 
inclined to make too tough a task for themselves. And, 
where we have the exception to that general rule, we find 
a very satisfactory way of coping with it. It is simply 
this: the cost man may, in thisfirst approach to the de- 
partment head, say, ‘‘I think you are too high.” All of 
these cost men go out, and they are well prepared, They 
are well heeled with a lot of statistical data, expenditure 
data, volume data, they know what they are talking about. 
And the department head may say to him, ‘‘Well, you 
haven’t considered this, you don’t know about that.’’ 
And if it sounds plausible, the cost man might say, ‘‘Well 
I guess you are right.”’ 


On the other hand, if there is no plausible explanation, 
the cost man will give him his reasons and if the man 
doesn’t back down, the figure goes in the way it has 
been requested, But gradually, as these figures are com- 
ing in, and they are being incorporated in the profit plan, 
and the margins of profit on the various products are be- 
ginning to pop out after the application of these costs, to 
the production volume, it soon shows up where a depart- 
ment ‘head or a superintendent has been trying to pad and 
trying to make too easy a goal for himself. And when that 
happens, that goes back, then, to the superintendent, and 
another discussion takes place. And one of two things 
happen: either the superintendent himself recognizes that 
in effect what he is saying to management is, ‘‘This is 
the best I can do,’’ and he knows doggone well it is not a 
very good picture, and he is glad of the opportunity to 
take another look; or, having been, then, confronted with 
a situation in dollars and cents, of what his present 
operating plans are costing, and will develop in the way 
of profit, he knows that there is something that he is 
saddled with, over which he has no control. This gives 
him the opportunity to make that clear, to express that to 
his superior, and he might get a story over that he was 
unsuccessful in doing before. 


THE GRAND TIE-IN 
I mentioned that we tie all of this in together, that is, 
our flexible expense budget, and our profit budget, and 
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ANNUAL NATIONAL CONFERENCE AT INDIANAPOLIS IS WELL ATTENDED; 


T'rying hard not to look too hungry, the budget executives andothers attending the 1955 National Conference in Indianapolis | } 
in May, pose for the cameraman just before lunch. The convention sessions were held in the Iotel Severin, and all the | Co. 
members were unanimous in their praise of the Convention Committee for their excellent arrangements. Mr. C. F. Harrison at 
and Mr. R. J. Sutton, of the Indianapolis Chapter, served as luncheon chairmen. ns 

a 
NATIONAL COMMITTEES NAMED FOR The by-laws stipulate that this committee shall con- Bi 
NEW TERM BY PRESIDENT MAUCK ee of the uae and two members of the Board. 
Auditing Committee: 

Minor Changes in Organization Become Effective With C. E. Hoglund - Chicago (Chairman) 

New Term; Few Appointments Remain to be Made F. J. Boland - Chicago Re 


Nominating Committee: 
H. P. Kelley - Philadelphia (Chairman) 


President E. G. (Buck) Mauck has announced the C. L. Lineberger - Chicago P 
following committee appointments for the 1955-1956 term. W. R. Bunge - Milwaukee 
As of this date only a very few appointments remain to E, G. McFayden - New York 


fill out the full committees, and have probably been ac- 


complished by the time of publication. Membership & Chapter Formation: 


H. C. Mason - Milwaukee (Director in Charge) P; 
Executive Committee: Eastern Area - A, P. Moran, Chairman 
E. G. Mauck - Indianapolis (Chairman) Midwestern Area - To be announced 
H. P. Kelley - Philadelphia Chapter Pacific Coast Area - R. D. Stevens, Chairman By 
W. D. McGuire - Milwaukee Southern Area - J. Kiernan White 
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Not one single person will be a asleep, in this excellent photo of the attendance at one of the great 1955 National 
Conference sessions in Indianapolis, last May. Every session was highly interesting, as evidenced by ike questions tossed 
at each speaker at the conclusion of his talk. This is not intended to be a puzzle picture —— but can you find the one lone 
woman in with this group of handsome gentlemen? The Society is grateful to Indianapolis Chapter President Charles 
llarrison and the entire Convention Committee for a most interesting oat professionally arranged Conference. 


Budget & Finance Committee: Mr. Charles P. Reynolds, Cincinnati, has been appointed 
Donald Bacon - Chicago (Chairman) Director in Charge of Miscellaneous Activities, which 
D. L. Cartland - Chicago include Auditing, 83y-Laws and Publicity Committees, 


H. E. McCullough - Chicago 
Mr. Carl 0, Wessman has been appointed by the Cleve- 
Research Committee: land Chapter to be the General Chairman of the 1956 
D. R. Borst - Milwaukee (Chairman) Annual Conference. William Hall, a National Director, is 


Publications Committee: Assistant General Chairman. 


G. A, Blair - Cincinnati (Editor, ‘‘Business Budgeting’’) 

L. P. Haverkamp - Cincinnati, (Business Manager) Mr. A. E. Barry and Mr. E, A. Vatter, newly-elected 
R. V. Millar - Philadelphia (Circulation Manager) vice-presidents, have been designated as Chapter Liaison 
officers, Mr. Barry for the east and south, Mr. Vatter for 
the mid-west. 


Publicity: 
C. H. Eckelkamp - New York (Chairman) 

By-Laws Committee: Mr. W. R. Buge has consented to serve as Legal 
W. H. Harr - New York (Chairman) Counsel for the Society. 
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INTEREST IN BUDGETING DRAWS LARGE CROWD TO MID-WEST a 

| 


CHANGING THE BUDGET TO CONFORM TO CHANGING CONDITIONS 
By: Fred V. Gardner 
Fred V. Gardner and Associates, Milwaukee, Wisconsin 


What part can budgeting play in the period of “‘profitless prosperity’’ that lies ahead? Here, an expert tells how the use 


of break-even points can make it ‘profitable prosperity.'’ Adapted from the address by Mr. Gardner at the Indianapolis 


National Conference, N.S.B.B., May, 1955. 


‘Managing a plan for changing conditions:” let’s talk 
about the key-words and see if from that we cannot get a 
philosophy which will improve our technique of forecasting 
and budgeting in the future. Let’s take the word ‘‘manag- 
ing,” first: 


We are focusing our attention toward changing conditions, 
but along with changing conditions we must change our- 
selves, our ideas must change, our perspectives must 
change, our viewpoints must change, and our whole prob- 
lem of management is rapidly changing. So, to give you 
my definition for management —— I give you this de- 
finition because it is the foundation which does not show 
on which a good forecast, or good forecasting thinking, 
must develop. 


**Management is the unseen force which drives all that 
is physical in a process of turnover, for profits.’’ 


If you were in a hospital you aren’t interested in pro- 
fits, you’re interested in performance. But the philosophy 
is all the same: How can I do a better job tomorrow than 
I did today? How can I serve more effectively? Whereas, 
in a business that most of us are in, to make a dollar, 
our constant problem is a way of increasing that profit. 
And it looks like it’s getting harder and harder every day. 
The challenges are going to be greater. We have lived too 
long in a period of time in which profits have been easy 
to come by. And we have lived too long under the philos- 
ophy, ‘‘To heck with costs, get out production.”’ 


PROFITLESS PROSPERITY AHEAD? | 


The ‘Wall Street Journal’ recently said, ‘‘Are we enter- 
ing a profitless prosperity? Are we going to have high 
volumes without margins?’’ And they are not too far 
wrong. Because, as I travel all over the country, I see 
industry after industry which has a pinch between their 
selling prices on one side, and their costs on the other 
side, And that isn’t going to improve, if business hits a 
plateau, or begins to disintegrate even slightly. 


So, management is an unseen force which drives all 
that is physical in the process of turnover. We have to 
deal in our budget work with an entirely new concept of 
management, There is hardly a company today that has not 
got a development of engineering, both research and 
process, hasn’t got staff assistants who are now helping 
the line people to do their job. No longer is the decision 
made by one man who opens and closes the pocketbook at 
stated intervals, It’s made by a series of men. 


The larger companies, as they become more generally 
held, the diversification of authority, the diversification 
and dispersion of authority, has gone through four echelons 
of supervision, and that is awfully important in budgetary 
work: four echelons of supervision. 


The first one makes the decisions, but the fourth one 
creates the efficiency on which that decision is accomp- 
lished. So management is an unseea force which drives. 


The word “‘drives*’? is a hard, coarse word, Psychol- 
ogists say, ‘*You don’t drive, you lead.’’ No, not tod ay’s 
management. Do you need an automobile? You drive it. 
And management can be likened to an automobile: a high- 
speed, dynamic, moving mechanism that is dangerous. A 
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mechanism that can be controlled by experience and can 
be controlled by certain knowledge of what you have to 
do; but as the tempo of business steps up, the speed gets 
faster, and the hazards get greater. Where the reflexes, 
if not acting correctly, can cause much more definite 
harmful action, not only to the man who is driving, but to 
the outsider who may get in the way. 


THE IMPORTANCE OF TURNOVER 


So management is the unseen force that drives all that 
is physical: men, money, machinery, methods, in the pro- 
cess of turnover. And that turnover is the most important 
word in forecasting. When we think of turnover, we pri- 
marily think of it as a word which has to do with accounts 
receivable and inventory, But that is its common usage. 
The one that is most known, In budgetary work, the prob- 
lem of turnover is reflected in every figure we handle, 
and the hard part of it is —— it’s jagged, If it was all 
uniform and all happened at stated intervals, it would be 
like the flat wheel on a car, it would be going over and 
over with regular, pulsating bumps. 


But, not like a profit and loss statement and the balance 
sheet, which are taken at the end of the fiscal year, the 
acts of management during the year are in jagged segments 
of time, some made for a decision of a day, some made for 
a decision of a week, some made for a decision of a 
month. Many aremade for a year, and still too many of them 
made which take twenty years to get back the costs, if a 
mistake is made, 


So, we must control ourselves, then, and work with an 
extremely changing condition that we have added to 
management in the last fifteen years. Severe, radical, 
jagged segments of time in our philosophy of managing 
the business. 


The unseen force which drives all that is physical in 
the process of turnover for the increment of profit. That 
is the man we work for. That is the man who controls our 
destiny. That is the man who asks us to prepare the basic 
information that we must use in order to control his costs, 


And now we come to the plan: What is the plan? I think 
the time has come that we should think in terms of the 
difference between budgeting and forecasting. 


Forecasting is the art of looking ahead. Most of us 
think that is the art of forecasting sales, but forecasting 
is the art of planning anything that has to do with sales, 
costs, or profits for a future period. 


Budgeting, in my mind, is the art of measuring the 
effectiveness of that forecast as it unfolds into reality. 


Now, the important point there is that the budget direc- 
tor is the focal point in both jobs. You are the focal point 
in this sort of nebulous job of looking ahead, and you are 
the focal point of attempting to interpret the effectiveness 
of how you looked ahead and put it into realities as it 
unfolds, 


So, there we stand. The custodian, the key to a bridge 
between the man who has to do the job and the man who 
has to think the job. So anything that we plan or anything 
that we do, if it is going to be effective, must bridge the 
gap in the four levels of supervision to be effective. 
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CHANGES IN AMERICAN INDUSTRY 


I have previously said the decisions are made at the 
top, but the money is spent at the bottom. Let’s look at 
some of the things that have happened in changing condi- 
tions that we must cope with to do a better job of to- 
morrow’s forecasting and tomorrow’s budgeting: 


First of all, let’s look at what has happened to American 
industry: The elements of cost are: Material, labor, burdex, 
and, below-the-line charges which are primarily the cost 
of distribution and administration. Those elements lave 
changed radically in the last twenty years since budget- 
ing has come into its own and has grown in industry. 


We have spent a lot of time studying direct labor. Most 
of you know these figures, but they make quite an impact 
when you look at them in toto: the average hourly rate of 
American industry as late as 1940 was 75 cents an hour, 
according to the National Conference Board, Today it is 
$1.90 an hour. And, in 1965, it is estimated it will be 
$2.50 an hour, and by 1965 it’s anticipated the work week 
will be 35 hours, 


But, in this period of time, the total number of people 
in employment has gone up. The direct labor content, even 
with this two and a half to three times increase in the 
direct labor rate, has reduced from 19% of the sales 
dollar to 7.8% of the sales dollar. 


In the same period of time the total labor content of 
industry has not gone down. It has gone into indirect 
labor, into supervision, into setup, into material handling, 
into Union negotiations, and a hundred other things which 
transfer a visual cost, one easy to see, one easy to 
define, to an indirect cost, one which is sometimes ex- 
tremely nebulous, that is -hard to pin down, and definitely 
one which cannot be controlled at the product line level. 


WHERE TO CONTROL INDIRECT COSTS 


There is only one place to control indirect labor, and 
overhead items, and that is at the department-doing level, 
for many reasons, This process of forecasting is an 
emphasis on the indirect cost, not the direct cost. They 
are supplemental, and a great emphasis at the department- 
spending level is needed, 


So, the first step in forecasting is: get down to the 
gtass roots. Cut out this foolish business that we have 
been going through too many times and in too many com- 
panies: — Burning the midnight oil two months before the 
year is over — getting out a forecast of next year’s oper- 
ations, Coming up with a profit and loss statement which 
is a mimic of the accounting statement, and which in- 
variably shows better profit next year than you ever had 
in the past. There is too much forecasting of that type. 
It must quit. 


FUNDAMENTAL CHARACTERISTICS 

Once that forecast is made out it’s got to have several 
characteristics that are fundamental, and it is those 
characteristics | want to emphasize. 


For one thing, you cannot work with static forecasting 
any more. In most of our businesses, our seasonal problems 
have been increased by our increased volume, not di- 
minished, 

In most cases, where we have picked up a new line, we 
have accelerated our variations, not diminished them, 
with the net result that a static budget, or a static fore- 
cast, loses its value almost before it’s finished. 


A static forecast means presenting, in the accounting 
technique, certain facts of so much sales, so much costs, 
so much profit. Now, if all those things happen, it’s a 
good forecast, If the sales vary, what do you do? Make a 
new forecast, or forget it? 
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Remember, when you make a static forecast, manage- 
ment has one objective: to overstate the sales as an ob- 
jective for the selling department, and understate the 
costs as an objective for the manufacturing department, 
with the net result that the profit you get from the answer 
doesn’t mean anything. 


So, we have to go to “‘dynamic forecasting’’. And 
dynamic forecasting is right up our alley, because we have 
got a little more foresight than the average accountant 
has. We have got a little engineering in us, or we wouldn’t 
be in the budget field, I’m sure. 


The common method of judging the efficiency of per- 
formance, is the profit and loss statement, and the bal- 
ance sheet. They are the two focal points in a business 
that is in business to make money. They come out to 
accounting procedures in a straight-jacket, a certain 
length of time after the period was over, but in our fore- 
casting we try to recap our information into a “‘planned”’ 
balance sheet and a “‘planned”’ profit and loss statement. 


THE BREAK-EVEN POINT 


So, in order to accomplish dynamic: forecasting we 
have got to add one more element, and that is the break- 
even point, The break-even point is nothing more than a 
record of the footprints of time. The break-even point 
records what has happened, The break-even point is the 
standard from which you improve. So, the break-even point 
in forecasting is the third implement needed to do a good 
job. 


The break-even point is the best measure I know of 
expressing exceptions, because there are three reasons 
for profits, whether you are forecasting or whether you 
are measuring actual results: 


Reason Number One: Volume. Reason Number Two: 
Performance on any given volume. Reason Number Three: 
Mixed product. Now, if we cannot sell those three reasons 
our forecast is meaningless and useless to management. 


Number One: As soon as you have the break-even point 
set up the volume problem is unfolded immediately. A ten 
percent ratio immediately takes on a new aspect, be- 
cause it tells you the exact point where you get that 
ten percent. 


The break-even point is your guide, your measure, of 
setting the answer, the focal point, of the position that 
you finally agree on 


MANAGEMENT BY EXCEPTION 


Once you have that, you break those factors of stand-by 
and variable down to the operating units, to the level of 
supervision, at the department-charge level, and fore- 
casting and budgeting mystery disappears, because you 
deal with exceptions, with the variations from that line. 


When you have done that, you have solved the problem 
of determining a fair profit and loss statement. You have 
solved the problem determining your ability to measure 
the effectiveness of that profit and loss statement, and 
you have taken the mystery out of something that bothers 
you every single day. You have taken the mystery out of 
what you do about reforecasting when your volume turns 
out to be different than you originally planned, because 
you can turn to the break-even point, move up or down the 
scale, the percent represented by sales variation, and 
read off the new figures that are comparable to the ones 
you originally established without doing the work all 
over, and without confusing an operating organization 
with the thought that you did not know what you were 
doing in the first place. 


IMPORTANCE OF BAL ANCE SHEET 


Now, the second important thing in the process of 
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forecasting is the balance sheet. Many of us don’t fore- 
cast our balance sheet requirements well, and in changing 
conditions we are probably going to have more change 
there than in any one phase of our budgeting process, in 
our management thinking. 


Let’s look at the average balance sheet as it stands 
today: It has been made up of standard ratios that have 
held well, It has been made up of figures which reflect 
holding Uncle Sam’s money for an average of almost a 
year, It has been made up of periods when we have had 
unusually high turnover during the production of defense 
contracts, and the payments of those contracts for sure. 
It has lasted pretty good because we had astronomical 
volume so long that we have built up apparently a surplus 
working capital. The net result is that too many of us have 
too good looking break-even points. 


But let’s look at it in the future: we are going through 
an age where Uncle Sam wants his money in advance, so 
we cannot depend upon his tax reserve to help carry us 
over, We are going through an age in which we have been 
spending more money for capital expenditure than our 
depreciation, which means that money has to come from 
borrowing, which is going to have to be paid back in the 
next fifteen or twenty years; or it’s going to come from 
working capital, which we can ill afford to get rid of. 


We are going through an age, an atomic age, of new 
budgeting problems, new forecasting problems, new 
balance sheet problems. 


MAKING A CAPITAL GRAPH 


The way you make a break-even point, you can make 
a capital graph. From your footprints of time you can 
draw a_ scatter-chart of how you have been able to 
handle your cash, your accounts receivable, your other 
current assets, your current liabilities, and all your items 
of working capital. And that capital graph will take on a 
stand-by and variable relationship, .the same as your 
break-even point does. 

Because, once you get a capital graph and a profit 
graph, or a break-even point, you can coordinate the two 
together to an objective of profit, and return on your in- 
vestment, and you can see the jagged segments that they 
have produced being out of balance without standing on 
your head, 


That is forecasting. Forecasting exceptions. Fore- 
casting from a break-even point in a capital graph. 


We have a tough job, We have the most difficult job in 
business today, because conditions are changing rapidly. 
The whole philosophy of where our profits will come from 
tomorrow, is undergoing a complete overhaul. Forecasting 
is an art, The art must be improved, 


But, more important than improving the art right now is 
to get in the gospel to the man who spends the money, 
because he is the one that can make the forecast become 
a reality, and can stop “‘profitless prosperity.”’ 


MERCHANDISING FOR PROFIT (Cont'd from Page 6) 


I think forecasting in the drug industry is a much 
simpler job than forecasting in many other industries that 
I know about. You can see that there was a drop in the 
°30’s, indicating that there is sensitivity of drug usage 
to income levels, and, of course, in the first equation I 
indicated that income to the X power is a good indicator 
to the total drug volume. 


You might be interested in the seasonal pattern we 
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EXHIBIT NO. 5 


have to contend with in the pharmaceutical industry. You 
will notice that April, May, June, and July are low months, 
principally because of respiratory infections that occur 
during the winter months, which makes the sales in the 
winter months higher than in the summer period. 


You have to know not only the total drug usage, or the 
total drug market; if we are going to formulate our mer- 
chandising programs on a basis of prospects and poter 
tiality, we must also have some information on markets 
by product groups. 


After we have completed forecasting sales through our 
knowledge of the product, and the knowledge of the 
market, we have to begin to lay plans for merchandising 
and selling. How many salesmen shall we have? Where 
shall we place them? How will we spend their time? And 
other plans of that sort. 


In the Lilly Company for many, many years we have 
followed the philosophy of applying marketing effort in 
ratio to potential. 


There is another way, of course, that you could do it: 
you could apply your effort where your sales attainment 
was the best. But, we also thought along these lines: 
If you hoped to break into a market, you didn’t do it by 
staying away from the market. You did it by getting into 
the market and going to work. So, consequently, we have 
over many years applied marketing effort in relationship 
to potential. So, using these figures of market potential, 
we distribute the manpower, our salesmen, in ratio 
thereto. 


After we have the sales territories prepared, laid out 
in zones, we then go into each territory and determine 
how the man will spend his time in that territory; again, 
based on potential. 


THE MERCHANDISING PLAN 


We have got down now to the thing I started to write 
about, and that is setting up a merchandising plan that 
results from a review of the products your company has 
to offer. 


The Lilly Company offers some fourteen hundred 
different items. They may be broken down into broad 
therapeutic fields, like the vitamin field, the cardio- 
vascular field, and so on, The problem is this: What are 
you going to do with these products in the ensuing period 
to promote them? Are they up-to-date therapeutic formulae 
even though all of them are good products? Are they 
current = a Certain amount of faddism, you know, in the 
drug industry, as there is in any business, 


If you do plan to give these products attention, how 
much attention will you give them, and what kind of 


Continued on page 19 
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GETTING MORE FOR YOUR DISTRIBUTION DOLLAR 
By: David S. Moffitt 


Controller, The Connecticut Hard Rubber Company, New Haven, Connecticut 


Never before has it been so obvious — how much help management needs in making plans and decisions, and how well the 
budget man can serve management by giving this help. This article, reprinted by permission from the N.A.C.A. Bulletin of 


July, 1954, was also the basis for a talk by Mr. Moffit at the January, 1955 meeting of the New York Chapter, N.S.B.B. 


The American economic system is competitive and 
competition requires active selling. Very g-are | in the 
United States, we either sell or we starve. It is different 
elsewhere. The executive vice-president of our company 
has recently returned from a trip through Germany. He has 
spoken in glowing terms of the industrial progress which 
that country has made since the war, but one thing which 
particularly impressed him was that, even in the largest 
industrial concerns, there was virtually no sales depart- 
ment or selling activity. This is because the ancient and 
honorable system of cartels which has been prevalent in 
Europe for many, many years usually limits the number of 
suppliers for each product. The buyer has no alternative 
but to go to the only places the product is made. 


Generally speaking, in industrial lines, German 
businessmen regard selling and advertising as degrading. 
The only time you find anything close to an American 
advertising campaign is when there is something radi- 
cally wrong with the product. In short, under the cartel 
system, the businessmen get together and agree on 


markets, prices and quality and rid themselves of the 
worry over creating new desires and marketing new pro- 
ducts. Things are certainly different in this country, 
where there are a larg- number of suppliers for each 
product. 


Our problem in the United States today is what we as 
industrial accountants can do to help our company’s 
sales efforts, what we can do to get more for our dis- 
tribution dollars. There is some indication that we have 
not done too well in the past in applying our accounting 
techniques to distribution activities. This may be partly 
because marketing operations do not lend themselves 
easily to accounting cost control as we have developed 
it, partly because we have been preoccupied with the 
problems of production accounting, and partly because 
we are not sufficiently familiar with marketing and the 
needs of marketing management. 


Whatever the reasons for our failures in the past, we 
now have a golden opportunity to be of real service by 
developing better distribution accounting and cost control, 
Those responsible for making marketing decisions must 
be supplied with adequate information. With distirbution 
covering all phases of activity from the completion of the 
production process to the actual purchase by the con- 
sumer, through to the collection of the account, there 
are many, many opportunities for the industrial accountant 
to supply analyses and cost breakdowns. As a matter of 
fact, there are many more opportunities for analysis to 
this field than there is time for considering the need to 
analyze all of the facts. Our efforts, therefore, must be 
directed to those fields which are the most fruitful from the 
standpoint of distribution operations. 


I remember that, at one point in our own company, we 
went into a lengthy analysis of how much time our sales- 
men spent discussing each product with prospective 
buyers. From an accounting standpoint, this analysis 
beautifully depicted all of the salesmen’s time. From 
the distribution standpoint, however, the analysis was 
a complete failure because the facts developed were 
of no use in improving the use of salesmen’s time. 
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Fortunately, through the cooperation between the sales 
department and my staff, we were able to drop this report 
before too much time had been wasted and we were able 
to institute new reports which effectively gave sales 
management new information that was of more use to 
them. 


The Committee on Research of the National Association 
of Cost Accountants has just completed a very timely 
study of cost control for marketing operations. This study 
which is currently being published in three parts, clearly 
brings out the points at which the most helful contri- 
butions to marketing operations can be made by industrial 
accountants. There are very clear indications in this 
study that we, as industrial accountants, can go to work 
rectify whatever short-comings we may have had in the 
past. The Research Committee divided the field of market- 
ing operations into two parts. One part covers the order 
getting activities, while the other part covers order fill- 
ing attivities. This split was made because of the basic 
differences in the two types of operations. 


ORDER FILLING COST 


As a start, order filling activities, which consist of 
transportation, warehousing, and clerical operations, are 
directly related in some way to the sales volume. By 
their very nature, these activities fit into a pattern very 
closely related to manufacturing and the tools available 
for cost control and cost reduction, discussed, in other 
papers, can easily be adapted to order filling activities. 
These costs divide themselves rather cleanly into con- 
stant, semivariable and variable categories and permit the 
use of flexible budgets based on appropriate measures 
of activity, as an aid in controlling the cost of most order 
filling functions. A great deal of physical and clerical 
work in order filling activities is of a repetitive and 
standardized nature which permits the use of pre- 
determined standards, further aiding inthe control of costs. 


Field studies by the N.A.C.A. Research Staff found 
that, in practice, there are two general bases for establish- 
ing budgets for order filling costs. One basis is on a 
percentage of sales, giving due consideration to the fact 
that certain budgeted costs are fixed either by management 
policy or by physical limitations. The second basis is 
in the development of an overall budget which is built up 
from the unit standards of each desired part of the entire 
program. With this method of establishing the budget, it 
should be realized that some of the standards cannot 
be set as finely as they are in manufacturing operations. 
Nevertheless, it is usually possible to recognize which 
variancesfrom standard are due to inefficiency and which 
are due to local factors or abnormal operating condi- 
tions. Because the control of order filling costs fit so 
nicely into the pattern established by manufacturing 


costs, the Research Committee found that the quality 
of the budgetary control systems used for order filling 


costs was high and that the degree of control achieved 
was comparable to the budgetary control common- 
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ly exercised over manufacturing operations. It could be 
assumed from this that the efficiency of this phase of 
distribution activity was also high. 


However, the committee pointed out that the wide 
variety of transportation media and types of warehousing 
offered a fruitful field for cost reduction through careful 
analysis of all the factors. Truck transportation, for 
instance, can be accomplished by a common carrier or 
by leased trucks with contract drivers or by leased 
tractors or by company-owned trailers or even by com- 
pany-owned trucks with employee drivers. You can 
imagine some of the other possible combinations avail- 
able. Continuous study of the cost of over-the-road 
transportation will disclose the lowest cost of trans- 
portation for each circumstance. 


When you come to the problem of warehousing, you 
have a multi-pronged problem involving where to locate 
each warehouse, which factory should supply each ware- 
house, what kind of transportation will be used between 
factory and warehouse, etc. This kind of problem lends 
itself very nicely to operations research. For instance, in 
the May-June 1954 issue of the Havard Business Review 
there is given in some detail the warehouse supply pro- 
blem which was worked out for the H. J.Heinz Company. 
‘(Mathematical Programming-- Better Information for 
Better Decision Making.’ Alexander Henderson and 
Robert Schlaifer.) This was a problem of filling the 
various capacities of seventy waerhouses from the 
varying productive facilities of six factories atthe lowest 
possible transportation cost. 


In working with problems in this area it has to be 
considered whether it is worthwhile to have warehouses 


at all. In the dry goods field, many stores have found 
that, if they can obtain deliveries by air, they can hold 


their inventories to much lower levels and eliminate 
warehousing almost entirely. The added cost of air 
delivery is more than offset, in these instances, by the 
elimination of warehousing costs and of the consequent 
chance of damage and also the financial burden of carry- 
ing a high inventory. We, and many others in lines related 
to the aircraft industry, have found that between the east 
coast and west coast, the use of air transportation more 
than pays for itself and eliminates the cost of additional 
warehousing facilities which would otherwise be neces- 
sary. 


The clerical costs of marketing, order typing, etc., 
are very similar to the clerical costs in any other part 
of the company’s operations. I do not intend, at this time, 
to go into clerical cost control any further than to ack- 
nowledge that it is part of order filling costs and that 
many companies, even the smallest companies, have 
been able to reduce their clerical costs by giving them 
careful attention. 


ORDER GETTING COSTS 


In contrast to order filling activities, the Research 
Committee found that order getting activities, consisting 
of sales promotion, advertising and field selling, do not 
fit the general pattern established by sales management 
in order to achieve the volume of orders desired. In 
other words, management determines what it wants in 
the way of new orders for the coming period and then 
decides what is needed inthe way of sales promotion, 
advertising and field selling to get it. 


This master plan is usually reflectedin the periodic 
budget, which is the principal control tool for order get- 
ting activities. This budget enables management to deter- 
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mine whether the expenditures are not only within the 
budget appropriation but, in addition, are also expended 
to the extent required by the plan. Because management 
feels it is necessary that certain activities be carried 
on in order to obtain the orders which are the life-blood 
of the company, under-expenditures or favorable budget 
variances are often more undesirable than over-expen- 
ditures. One case which came before the committee 
was that of an advertising manager who consistently 
expended less than his authorized amount. While he 
thought he was saving money, he was actually reduc 
ing the effectiveness of the sales effort by constricting 
advertising coverage. Another case showed how too 
much pressure to reduce field selling costs led to 
skimping by salesmen and to the consequent loss of 
many profitable sales opportunities. 


These two cases emphasized the point that the use 
of variances in order getting budget reports may not 
be the best way to attack the problem. It may be 
better to control these costs by means of a per cent off- 
target figure or some other method which clearly shows 
adherence to the plan. The research committee study 
showed that some companies are using this method of 
reporting very successfully. 


It is certainly obvious that industrial accountants 
must recognize that the order getting budget should not 
only insure control of expenditures but also insure the 
complete adherence to the marketing plan as established 
by management. We should adapt our accounting tech 
niques toward this end. With thisin mind, the industrial 
accountant can go on and be of great assistance in the 
preparation of the order getting plan and the formulation 
of the budget from this plan. 


For example, the Research Staff found that the plan- 
ning of field selling followed a reasonably logical 
pattern. The field selling part of the marketing plan starts 
with the determination of how many men are needed to do 
the desired job and where these men should be located. 
It appears from the Research Committee survey that the 
order producing capacity of each man can be a reasonably 
welleestablished quantity and, once the number of men 
has been determined, the budget for field selling oper- 
ations follows logically. Salaries and wages can be 
established and expenses budgeted, giving due consider- 
ation to such factors as territorial location and the type 
of customer called on. 


Once the budget has been established, control is 
exercised at the lowest responsible level, usually district 
or territorial management. The control reports found by 
the Research Staff in the field were not only the ‘‘actual 
versus budget’’ type but also reports which indicated 
the salesmen’s performance factor, either by costs com- 
pared to orders recieved or costs compared to marginal 
income generated, 


It is worth repeating that the field selling part of the 
order getting plan requires that salesmen be available 
to call on customers and to entertain customers and to 
do whatever else is necessary to attain the desired 
volume of sales orders, This means that favorable budget 
variances are not desirable if they indicate that the 
required sales effort is not being put forth. Field selling 
costs, like advertising and sales promotion costs, pre- 
cede the getting of sales orders and they have to be in- 
curred if orders are to be received, 


Also, in handling the budgetary control of order getting 
costs, the industrial accountant can save himself a lot of 
grief by remembering that the judgment of persons spend- 
ing the money is far more important in field selling than 
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it is in order filling and manufacturing. In the field for 
instance, the individual salesman often must be relied 
upon to decide where, when and how to spend money 
in getting sales orders, Budgetary control plans which 
do not recognize the importance of judgment in order 
getting activities can very easily create severe antagonism 
between the selling force and those responsible for 
accounting. 


PRACTICE IN PREPARATION OF ADVERTISING BUDGET 


The preparation of the advertising budget, on the other 
hand, does not seem to follow as clearly reasonable 
lines as the preparation of the budget for field selling 
activities. Most companies interviewed in the field by 
the Research Staff mentioned that past experience was 
the starting point in their advertising plan and that they 
used historical ratios of advertising costs to sales, The 
amount to be budgeted for advertising was arrived at by 
modifying this figure in accordance with the advertising 
and sales promotion currently being carried on by com- 
petitors, and by adding amounts for specific ‘‘one-shot”’ 
propositions, such as the introduction of a new product. 
While this approach provides continuity of advertising 
expenditure over a period of years, it tends to give only 
an illusion of control, in that it indicates that advertising 
is an effect of sales volume rather than the cause of sales 
volume. 

To point this angle up, it may be recalled that, ducing 
the depression, many companies saw that their sales 
volume was going to be reduced and reduced their ad- 
vertising expenditures accordingly. Consequently they 
showed a very nice pattem in the relationship between 
advertising and sales. However desirable this was from a 
ratio standpoint, it left companies who did it wide open 
to the attacks of competitors who went against the trend 
and actually lifted their advertising appropriations to 
meet a tougher selling situation. 


Another approach mentioned in the field interviews was 
that of budgeting advertising as a percentage of the sales 
for the coming period, When this approach is used, the 
initial appropriation is based on forecast sales volume 
but the amount spent is brought to the desired percentage 
of actual sales by the end of the budget period. This has 
disadvantages in that it may lead to hastily planned 
expenditures of advertising in the wrong season or even 
elimination of advertising entirely when sales drop off. 
As a matter of fact, one company reported that this 
practice had caused customer recognition of its brand 
name to be seriously reduced during the period of low 
sales volume. 


The third approach mentioned was the, “‘all you can 
afford’? approach. It would seem that this approach was 
devised by companies anxious to spend twenty-eight 
cent dollars during the excess profits tax period or by 
those who wished to avoid the demands of stock holders 
and labor unions for portions of profits in very high profit 
years. Proponents of this plan have put forth a misguided 
opinion that everything poured into advertising, however 
recklessly, will return to the company sooner or later in 
the form of increased sales, Unfortunately, this has not 
proved to be true in most of the cases, Furthermore, one 
of the results of this policy is that advertising is usually 
the first expenditure to be reduced because it does not 
involve long forward commitments and does not disrupt 
the organization as much as other major curtailments. 
This makes it very difficult to develop continued ac- 
ceptance in the eyes of the consumer. 


Once the advertising plan has been established, re- 
gardless of how, the expenditures are controlled in 
accordance with the budget. Budget comparison reports 
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are issued to provide a review for management to deter- 
mine whether or not the advertising is following the 
approved plan. One of the companies interviewed by the 
Research Staff said that budget comparison reports en- 
abled its management to see that the money is being 
spent the way management wants it spent. This company’s 
overall marketing plan provides that advertising not only 
obtain full coverage of the market but also take full ad- 
vantage of such seasonal sports events as football games. 
Wherever there is deviation from the plan, management 
wants to be informed immediately through these budget 
comparison reports, 


Another use of comparison reports is to show the 
commitments in relationship to the expenditures which 
have been made. This allows management to see clearly 
how much of the original appropriation is unexpended at 
any time and provides further control for the following of 
the plan, 


The foregoing paragraphs have outlined what seems to 
be the extent of advertising planning and control. The 
field study shows few companies making any progress in 
measuring the effectiveness of advertising as a regular 
follow-up measure, probably because management cannot 
be sure of the effect which advertising has on sales 
orders, considering the many other factors influencing 
sales, Eventhose companies which use net sales obtained 
as the ultimate measure of advertising effectiveness 
could not tell whether or not the same sales volume 
could have been obtained by the more effective use of 
smaller expenditures. 


Most of the work in analyzing advertising effectiveness 
has been done as a market research function rather than 
as an accounting function. The accounting department 
has supplied the various data, such as sales analyses, 
to serve as the basis for statistical studies made by 
market research personnel. It seems that the market 
research personnel have been doing all the work in the 
field and the accounting people have been doing next to 
nothing. It seems obvious too, that the market research 
studies have not been aimed toward better financial 
planning and control of advertising expenditures, 


THERE IS ROOM FOR ACCOUNTING CONTRIBUTION 
TO ADVERTISING BUDGETS 


It was apparent to the Research Committee, while 
working on its study, that there was a very definite lack 
of application of the scientific approach to the planning 
of advertising and there seem to be few, if any, effective 
follow-up measures, It certainly seems to me that this is 
one tremendous field for the industrial accountant if he 
will soll up his sleeves and get to work, The same ac- 
counting ingenuity which contributed so substantially to 
the development of techniques as standard costs, direct 
costs, p/v ratios, and return on capital employed, can 
certainly be used to bring some order to the chaotic 
situation of advertising planning as it now exists. 


To be sure, there are a number of very serious problems 
to be overcome. The variables in this field are far more 
numerous than those encountered in manufacturing oper- 
taions. However, there are the statistical techniques of 
multiple correlation and linear programming. These 
appear to be satisfactory means of attacking problems with 
a great number of variables, In particular, it also seems 
to me that there are two accounting approaches which 
appear to be promising. 


The first of these is the marginal approach. There 
should be a way, and I am not at all sure but what com- 
panies are well along toward finding it, through which 
the additional sales for each dollar of advertising can be 
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determined. Of course, with advertising as with every- 
thing else, there is a point of diminishing returns and, 
as soon as the marginal return from an additional dollar 
of advertising reaches the point where it is equal to 
the sales margin of the item being produced, that is the 
time to stop. At that point, an advertising appropriation 
could be set which would squeeze every possible drop 
out of the market. 

The second approach I am thinking of is one of return 
on investment. It is obvious that some effect of advertis- 
ing carries over far beyond the date of insertion. This, 
in effect, is a deferred charge—pretty much the same sort 
of things as prepaid insurance, It seems to me, from the 
basic theory of return on investment, that there should be 
a return on this residual value of advertising. The dif- 
ficulty, of course, is to determine how much current 
advertising expense is applicable to the immediate period 
and how much should be deferred. Again, I know that 
several companies are working on their advertising prob- 
lems fromthis standpoint and, from what I hear, they are 
making progress. 


There are certainly other angles of attack to take on 
this problem, The ones I have mentioned are only two. 
In any event, it does not make sense to me, and | do not 
think it should make sense to you, that, while we have 
achieved control over the last wiping rag used in our 
factories, our advertising dollars are being spent on the 
basis of the percentage of last year’s sales or some other 
completely irrelevant factor. It does not seem to me that 
we hawe done much to correct this situation and, as a 
matter of fact, an article in Fortune a year and a half 
ago actually went so far as to lay the blame for the 
lack of scientific planning for advertising expenditures on 
the industrial accountant. Advertising is a big part of the 
sixty cents it costs to get every dollar’s worth of a 
product to the consumer. Let us not control it with a 
ouiga board, 


Our problem here has been to see if we could find out 
what we, as industrial accountants, can do to get more 
mileage from our distribution dollars, The series of three 
research reports on marketing costs control (the first two 
of which have just been issued), by the N.A.C.A. Com- 
mittee on Research are likely to be a big help, as noted 
earlier. Distribution activities include not only getting 
the order but filling the order once you have gotten it. 
The costs of getting the order have to be incurred before 
the order is received and, therefore, control of these 
costs involves the double task of seeing that the proper 
amount of work is being done to get the order and of 
keeping costs in line. Filling the order, on the other 
hand, is an activity the costs of which are pretty well 
related to the number of orders to be filled. The control 
of these costs fits into the pattern which has been de- 
veloped for controlling manufacturing costs. In going 
over some of the details of this latter area, I think we 
have found a couple of places—advertising and the ware- 
housing-transportation functions in  particular—where 
further analysis and attention on the part of the industrial 
a¢countant should pay great dividends, 

The financial planning of the advertising function 
seems to be a particularly sore point but, troublesome as 
it is, there does not seem to be any reason why we can- 
not get it on a more scientific basis, Transportation 
and warehousing is another category in which close 
attention should pay off. The reason is the tremendous 
number of alternatives offered and the almost continuous 
changes in cost factors. This is a field that will require 
almost continuous study. 


FAMILIARIZATION WITH THE SELLING OPERATION 


In closing, I would like to go back to a point I made at 
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PERSONALS 


Mr. E.F. ‘‘Jack’’ Hagel, member of the Indianapolis 
Chapter, NSBB, has been elected Vice-President in 
charge of Cost and Engineering of his company, the 
Inland Container Corporation of Indianapolis, Jack 
served as president of the Indianapolis Chapter in 
1953-54. Congratulations! 


Mr. E. G. “*Buck’’ Mauck, our erstwhile national presi- 
dent, made his trip to New York for the September National 
Board Meeting a productive one, by conducting a few 
sessions of the AMA Seminar on the subject of you-know- 
what. Mr. Mauck is likely to be getting about the country 
quite a bit in the coming months--who knows, he may drop 
in for a visit with your chapter, 


Membership Certificate No. 613, N.S.B.8. was issued in 
August by Secretary Visch Millar, going to Mr. C. A. 
Wofford, of the Dallas Chapter. 


Mr. H. W. Henley has just returned from a South American 
business trip. Good grief, do they do budgeting in South 
America, too? Hope your expense account was ok’d 
without any arguments, Hugh. 


The transfer of two fine southern gentlemen from 
Louisville, Kentucky to a little deeper south, has re- 
sulted in a transfer of their membership from the Louis- 
ville Chapter to Members-at-Large. They are Mr. William 
D. Comstock, and Mr. Donald M. Hall, both with the P. 
Lorillard Company. Perhaps we can expect to see news 
of a South Carolina Chapter any day now! 


The Northern New Jersey Chapter (and the National 
group as well) welcome two new members to the fold: 
Mr. George J. Lawrence, Assistant Budget Coordinator, 
Esso Research. and Engineering Company; and Mr. Henry 
Purwin, Assistant to the President, Jos. Dixon Crucible 
Company. Twenty dollars more for the national treasury! 


Mr. Walter R. Bunge has now arranged his furniture, 
and paid the rent, at 2578 North 73rd Street, Milwaukee, 
where his plunge into the Management Consultant field is 
destined to success, Best wishes in the venture. 


the very beginning, the point that we are not sufficiently 
familiar with marketing activities and the needs of 
marketing management. In some companies, this is a real 
problem. Other companies have overcome it and, where 
they have, the industrial accountant has been able to 
be a very dynamic factor in assisting the company’s 
marketing operation . 

Familiarizing accounting personnel with marketing 
operations has been accomplished in some companies by 
having accounting representatives participate in weekly 
meetings of market operating committees. In other com- 
panies, accounting employees have actually been sent 
into field with sales supervisors and work in the same 
offices with sales management. Other firms have estab- 
lished a job rotation plan under which responsible super 
visors have had to become familiar with the operation of 
all departments. Finally, some companies have set up 
sales-accounting departments headed by a sales controller 
who devotes his entire efforts to the distribution function. 

Whatever setup is used, it is obvious that closer per- 
sonal contact between accounting and sales personnel 
will go a long way toward giving the industrial accountant 
an insight on what can be done toward a better distribution 
cost accounting system. If you really want to get more 
for your distribution dollar, there are certainly plenty of 
ways to do it. 


ST. LOUIS CHAPTER ORGANIZED, 
RECEIVES SOCIETY’S 13th CHARTER 


Mid-Westerners Defy Superstition, and Hold Charter 
——. With 13 Charter Members, on September 13th. 
elcome 


The National Society for Business Budgeting welcomed 
it’s thirteenth chapter last month, with the granting of a 
charter to St. Louis. In a bold act of defiance to super- 
stition, the Chapter..... 

Received the Society’s 13th Chapter Charter; 
At a Charter meeting on September 13th; 
Gave Charter Memberships to 13 members! 


Mr. W. B. Wegman, comptroller, Rawlings Manufacturing 
Company, was elected as President of the fledgling 
chapter, and was immediately installed in office by Mr. 
E, A. Vatter, who is vice-president in charge of Western 
Chapters for the National organization. Mr. Vatter, 
Louisville, installed other officers at the same meeting, 
presented the charter memberships, and served as the 
speaker for the organization meeting. 


Mr. James J. Hughes, who has been a member-at-large 
of N.S.B.B., quite proudly (and justifiably so) announced 
in August that efforts to organize in St. Louis had finally 
reached fruition. The chapter will be known as “‘St. Louis 
Area Chapter’’, as it no doubt draws its membership, 
present and potential, from a large area surrounding 
St. Louis, 


The officers of our newest Chapter are: 
President - Walter B. Wegman 
Vice-President-Carl A. Nagel 
Secretary - Wilbert A. Bisping 
Treasurer - Ralph C. Roediger 
Council - Reid McCrum 
Council - Richard W. Seibel 
Council + James J. Hughes 


The entire membership of N.S.B.B. welcomes the new- 
comer to the fold. The officers and organizers have done 
a fine job in getting underway. Among the membership a 
great deal of committee work will keep everyone alert to 
their responsibilities as a chapter member, and the 
advantages of organization. Here is the complete charter 
membership of the group: 


Carl M. Bacon, Budget Division Manager, Ralston 
Purina Company; 

Wilbert A. Bisping, Office Manager, Barry-Wihlmiller 
Machinery Co.; 

Leroy W. Dews, Secretary-Treasurer, Cupples-Hesse 
Corp.; 

Charles W. Eagle, Budget Accountant, Day Bright 
Lighting, Inc.; 

Albert Lloyd Egsieker, Budget Accountant, Gaylord 
Container Corp.; 

William B. Groll, Office Manager, Chase Bag Company; 

Robert Edward Hellmann, Budget Director, White- 
Rodgers Electric Co.; 

Reid McCrum, Treasurer, Anheuser-Busch, Inc.; 

Carl A. Nagel, Budget Director, Alton Box Board Co.; 

Ralph C. Roediger, Cashier, Mallinckrodt Chemical 
Works; 

Richard W, Seibel, Manager Budget Div., Wagner 
Electric Corp.; 

Walter B, Wegman, Comptroller, Rawlings Manuf. Co.; 

Harold H. Gearhart, Budget & Cost Director, Magic 
Chef, Inc. 


MERCHANDISING FOR PROFIT (Cont'd from Page 14) 


attention? As I noted a little while ago, the first thing 
you do is inventory the products that your company has 
to offer; you set about drawing up your merchandising 
plans, not by saying, ‘‘We will spend so much money on 
this, what can we do with it?’’ You ‘set up the plans by 
visualizing the product, the market it is in, whether the 
market is going up, going down, or remaining steady. You 
determine what would be a proper merchandising program 
that would be effective, and you blue-print it. You cost 
it, you estimate the sales productivity of the program, 
you determine profits, and then you decide whether you 
are in business or whether you should start over and 
make your program more modest, or go the other way. 


When we have finished with the programing, or the 
blueprinting, we then take some approach such as this: 
we know what the market is, we estimate our sales, we 
determine the cost of sales, arrive at a gross profit, 
subtract out the detail expense, which, in the pharma 
ceutical industry, is the cost of the salesmen who are 
doing the promotional work, the merchandising expense 
of the program we have just blueprinted, assigning other 
operating expenses to the picture, and then subtracting 
out, you Come up with an operating profit, which tells us 
we are in business or we have got to do something else. 


BLUEPRINT FOR MARKETING ACTION 


When we have finished with all this programing and 
planning, and we know we are in business, we have 
cleared the budgets through the budgeteers, and they 
see eye to eye with us, we then draw a marketing plan, 
which is a blueprint for marketing action. That plan 
1) directs the course of action, 2) establishes the in- 
tensity of the programs, 3) schedules timing of action, 
and then 4) provides for coordination of efforts. 


In carrying out a merchandising program, you have 
many, many people involved, Production people, adver 
tising people, the sales organization. And you have to 
have time-tables as you well know so that all these 
pieces come together at the right time. It is a rather 
tedious sort of thing. I think it’s a more difficudt manner 
of planning than if you used a flat percent of sales and 
went that course, 


ACROSS THE EDITOR’S DESK (Cont'd from Page 2) 


never know, but I do know that if you don’t practically 
bury your food supply at night they’li walk off with every- 
thing that smells edible; one amateur camper even had 
the top of his convertible removed (by bear claw), And 
don’t feel safe just because your food is in an ice chest, 
If they can’t get it open they’ll cart it off up the moun- 
tain, and drop it down a cliff on some rocks that do a very 
effective job of revealing the contents therein. A generous 
dosing of insect spray around the tent will keep them out 
of your lap while your sleeping (?) but the only way to be 
completely safe is not to have any food around at all. 
Just camp, but don’t eat. 


While Davy Crockett (remember him) may have roamed 
the mountains of Tennessee and got away with it, his 
1955 counterpart has to be equipped with everything from 
flashlantern, hiking boots, food pack, and oxygen supply 
to survive a mere 24 hours, and I consider myself quite 
fortunate to be here now at all. On our trip home we shared 
the car with a squirming mass of biological beings with 
undefinable characteristics, unbearable odors and frighten- 
ing appearance. Man, but it’s good to be back from 
vacation! Let me at that work! 

G.A.B. 
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PLACING THE DOLLAR SIGN ON THE BUDGET 

(Cont'd from Page 9) 
our standard costs, and clear as much of it through the 
books of account as possible, 


Briefly explained, here is how we do this: Our flexible 
expense budget recognizes the fixed and variable charact- 
eristics of cost, just like any flexible budget does, When 
the budget allowance sheet is finally approved and it 
comes out, actually it’s in this form: There are two sheets 
for *‘A’’ department, The first sheet is one which presents 
all of the variable costs, and the second one presents 
what we call the fixed cost allowances, The first sheet 
has several columns, | think we start at 60% of our normal 
activity and then go up to 130%, in 5% increment volumes, 
and each of the variable cost allowances for the various 
increment steps are posted in the columns of each one of 
the sub-accounts. The important column is the column 
that is headed ‘100% Level.’’ That is at the activity 
level which we call our cost normal level. 


The second sheet also has a number of columns; in 
each column, is posted the expenditure of allowance 
for each fixed cost for the particular month. 

The reason for it in our case: We are on a calendar 
basis, and working days are different for each month, 
and therefore fixed allowance for each month is different. 
When the foreman or the department head wants to find 
out how much allowance he is to have for any given ac- 
tivity level, or any output for any month, all he has to do 
is look in the right column for the variable cost, and add 
that to the proper month on the fixed cost sheet. 


STANDARD COST TIE-IN 


This hundred percent ~olumn that I mentioned ties back 
into the long-range projection, and the basis of the spread- 
ing and the termination of unit fixed cost is to be found 
right there, That is the means by which we tie the flexible 
expenditure budget into our long-range plan and, in 
effect, into our standard costs. All of our standard costs 
reflect overhead, for example, on the basis of that hundred 
percent column. 


I mentioned clearing these through our books of account: 
We do exactly that. The expenditure allowance for any 
department consisting of the variable and fixed proportions, 
become a charge to a volume clearance account in a 
works accounting ledger, and a credit to a collection or 
expenditure clearance account, to which has been charged 
the actual expenditure of that particular unit. So, when 
we get finished with the posting operation, we have all 
of our variations automatically kicked out and determined 
for us, We do not have to go back on work sheet analysis 
and determine how much under or over and associated 
fixed charges resulting from the volume factor, thar is 
all kicked out automatically, as are some other basic 
reasons for variations from standard, or budget. 


In conclusion, I think that in our case, while we have 
a long way to go in refinement and improvement, we have 
found that this program has been worth every effort which 
has been put into it. We started with a rather large budget 
staff. There is no budget staff any more. The budget staff 
actually includes only one person in our company, and a 
gitl. The girl does all of our chart work. All the detail 
work, is done in two places; all of the expenditure al- 
lowance work, of whatever department, is done by the 
local cost man, We think that man is the best qualified to 
do it, the reason being that if he doesn’t know everything 
that is in the budget, he cannot do a good job in the 
collection and classification of costs, 


The second part of the job is done by the department 
head, where we think it ought to be done. We think the 
department head ~— and I make no exclusions, make no 
exceptions, I’m talking about a sales department, I’m 


MEMBERSHIP IN N.S.B.8. AT 
RECORD HIGH AND GROWING 
Membership tops 500 for the first time, an increase 
of 19% over previous year. Further Growth in 1956 

expected. 


One of N.S.B.B.’s long-sought goals was reached this 
year with disclosure bynational secretary ].M. Shackelford 
that, as of the close of the 1954-55 fiscal year on June 
30, paid membership in the Society topped 500--505, to 
be exact. 


President E.G. Mauck promptly established the next 
membership goal at 1,000 and predicted that ‘‘the next 
500 members should be secured in much less time than 
it took to attain the first 500’’. The possibility of several 
new chapters by next year, and the increased interest in 
bulgeting activities in cities where chapters are now 
established, would seem to make his prediction a good one. 


Mr. W.D. McGuire, vice-president, points out that, 
‘‘while we are very much interested in healthy growth, 
we must be careful to keep the quality of our membership 
high, Our policy of limiting the size of chapters makes 
it particularly important to limit admission to men of 
high calibre.”’ 


Here are the membership figures as of June 30: 


Member ship Membership Percent of 
as of as of Increase 
Chapter June 30, 1954 June 30, 1955 *Decrease 
Bridgeport 3 12 * 8% 
Chicago 65 69 6 
Cincinnati 25 32 28 
Cleveland 33 45 36 
Dallas 19 24 26 
Indianapolis 40 33 * 18 
Louisville 23 24 4 
Milwaukee 54 55 2 
New Y ork 65 69 6 
Northern New Jersey - 24 - 
Philadelphia 43 45 5 
Twin Cities 28 33 18 
Member s-at-large 18 40 122 
Total 426 505 19% 


LATE NEWS FLASH! FLASH! 


Just before going to press, we have received news of the 
Society’s 14th Chapter, the “‘Quad-City Chapter’’, in the 
area consisting of Davenport, lowa; Moline, East Moline and 
Rock Island, Illinois. Mr. Walter A. Verbeck, chairman of the 
steering committee, who is with the International Harvester 
Company in Rock Island, submitted the group’s application 
for Chapter, complete with a list of Charter members which 
has now grown to twenty-one. Mr. Verbeck and Mr. Cecil J. 
Knouse, members-at-large, have transferred their member- 
ship to the new Chapter. 


As we go to press, the list of members comprising the 
charter membership consists of the following: Harold Alter- 
matt, Joseph C. Bettini, Homer C. Clope, Neil F. Denen, 
L. W. Disney, Henry C. Doofe, Arthur J]. Geobel, Harry M. 
Hansen, C.E. Haynes, Paul L. Hippler, Willard A. Peterson, 
Donald W. Quinn, G. F. Rau, Bernard F. Runge, Gerald N. 
Saur, Walter H. Stange, Raymond C. Culbertson, Charles J. 
Dauw, John C. Rosenberger, Walter A. Verbeck and Cecil J. 
Knouse. 

Best wishes to our newest chapter. More news about this 
group in our next issue. 


talking about a manufacturing department or an admin- 
istrative department: we think that the department head 
should be the guy who ‘‘puts the dollars and cents on 
budgets.”’ 


